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4 e A penetrating analysis of the nature of 
% management is basic to the analysis of .. . 


Executive 
| Development Programs 


UR subject is one that has received a 
great deal of attention in the recent 
| past. I would like to discuss it from the 
Wvantage point of a survey of approximately 
4150 companies which I have made. I shall 
Wreport some conclusions regarding the man- 
Wagement development activities in these com- 
W panies and then add some thoughts as to the 
Wdirection in which such activities should be 
W guided in the years ahead. 

4 These remarks will emphasize three major 
ideas. First, I will urge that we should not 
@think of management development in terms 
of a program even though that program itself 
Fis broken down and focused upon individuals. 


4 Rather we should think of it in terms of a 


W basic type of endeavor by the management 
4 of a company to improve its ability to man- 
Wage its affairs. Secondly, I would like to 
Wteview the work of a manager and to focus 
‘4 upon those functions which he performs when 
he manages in a professional sense. Thirdly, 
41 would like to outline a method whereby a 
Wcompany can determine what kind of man- 
agement it wants and then how it can make 
4 sure that it will get that kind of management. 
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4 of Industrial Relations of this University. The paper 
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9} ferences sponsored by the Bureau in several Michigan 
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Deficiencies in Management 
Development Programs 


I believe that the greatest shortage in our 
economy today is that of capable, professional 
managers. I say this with full recognition of 
the fact that we have had and probably will 
continue to have shortages of scientists, engi- 
neers and skilled professionals in other fields. 
But I believe that their work in our highly 
complex society is not fully effective unless it 
is integrated and unified by the class of indi- 
viduals we call managers. 

I believe that a shortage of able managers 
exists in spite of the many company activities 
and many university courses which are de- 
voted to management development. 

Many of these endeavors have not been 
successful because they suffer from “program- 
itis.” This intellectual ailment is the belief that 
any organized activity with an educational or 
cultural purpose will inevitably develop man- 
agement ability in those who participate in 
the program. This has not proved out in prac- 
tice. These “programs” may have helped de- 
velop better fathers, husbands, citizens and 
community leaders. There is little or no evi- 
dence that, in the mass, they have improved 
the managerial abilities of management people. 

The failure of many of these programs lies 
in the fact that they have not been founded 
on careful observation of the kind of work a 
manager must be able to perform if he is to 
manage effectively. Of the 150 programs I 
have observed, barely five encompass the 
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special skills which managers need to manage 
effectively. 


Many Leaders Are Poor Managers 

Many of these programs emphasize leader- 
ship. Obviously a manager should be a leader 
because he must be able to get things done 
with the aid of others. But training people to 
be better leaders is not a complete answer to 
the problem of developing managers. A man- 
ager must be more than a leader, which is to 
say a supervisor of others. 

The blunt fact is that many outstanding 
leaders are poor managers. For example, let 
us look at a chapter in the history of the 
DuPont company. For the final thirty-five 
years of the past century this company was 
led by General Henry DuPont. He was a 
leader of tremendous force and capacity. He 
could work with his engineering people in the 
design of bridges, roads and plants; he could 
help his chemists to formulate compounds; 
he won unswerving allegiance from every indi- 
vidual in his organization. During his lifetime 
he carefully trained his son, Eugene DuPont, 
to be his successor. Upon Henry’s death 
Eugene took over, but within three years the 
task of leading DuPont in the same pattern 
General Henry had followed killed him, and 
the company was put up for sale. Introduc- 
tion of professional management by three 
young members of the DuPont family, who 
finally took over, enabled the company to 
retrieve its fortunes and forge to the front 
of chemical enterprises of the world. 

Conventional leaders get results by per- 
sonal direction. This is what Henry DuPont 
did. He made the plans, gave the orders, and 
inspected the results and accomplishments of 
his subordinates. Many excellent leaders show 
exactly this pattern of leadership. But, they 
can manage only what they can “get their 
arms around.” Their personal capacity limits 
the growth of the companies which they 
manage. 


Leaders Must Learn to Manage 


Let us look at the automobile industry for 
other examples. Since 1897 over 2,000 com- 


panies have entered the automobile industry. 
At the present time, however, a bare half 
dozen of these exist. It is significant that each 
of these began under the personal leadership 
of an outstanding individual, eventually out- 
grew the scope of one man, and was in danger 
of foundering until it learned to manage it- 
self. Typical is General Motors. Under W. C. 
Durant, a great personal leader but no man- 
ager, General Motors twice came close to 
disaster. Only when Alfred P. Sloan intro- 
duced professional management did General | 
Motors attain the front rank position it now 
holds. 
Henry Ford, the elder, was an effective | 
leader. But when his company outgrew the | 
scope of his personal leadership, it ran into 
trouble. In 1946 it was losing $9,000,000 a | 
month. Introduction of professional manage- | 


ment carried it to the top again. $ 


If a company is to grow in diversity and 
size over the long term, its leaders must learn 
to manage. There will be unparalleled oppor- 
tunities for professional managers in the years 
ahead because there are so few of them on the 
scene today. We not only need scientists and * 
engineers, but also trained, capable profes- 
sional managers who can get the greatest re- 
turns from the efforts of the specialists. 


What Do Managers Do? 


This brings us to our key question. What 
do managers do? How do managers manage? 
If we want to know what a manager does, we 
must identify his managerial skills and we — 
should be able to demonstrate that these skills 
can be applied in a variety of environments. — 

For example, Frank Pace at one time was 
an effective Secretary of the Army. At the 
present time he is the effective president of 
the giant General Dynamics Corporation. He 
has mastered the skills of professional man- 
agement. General Clay, likewise, developed 
management skills in the Army. He now is 
president of the Continental Can Corporation. ° 
Neil McElroy applied his managerial skills in ~ 
the Procter and Gamble Company. Now he is — 
applying them as Secretary of Defense. 
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I believe that management skills can be 
learned like other skills. Men will practice 
managerial skills with varying degrees of suc- 
cess, depending on their intellects, their apti- 
tudes and their personalities. But the skills 
are the same. 

How can we identify the work of man- 
agers? One criterion is that a manager should 
perform only work which his subordinates, 
organizationally, are incapable of performing 
themselves. What work is this? Let us take an 
example. Who can set goals for the group you 
manage? Is any one of your subordinates 
capable of setting goals for the entire group 
with balance, perspective and objectivity? 
This is something you, as manager, must do 
yourself. 

Suppose that one of your subordinates has 
a grievance. Can he go to any other of your 


- subordinates to get a satisfactory answer to 


his grievance? Organizationally, you as the 
manager are the only one so placed as to 
handle his grievance with perspective, objec- 
tivity and balance. 


Managerial Work 


Following this pattern of analysis, I have 
established that there are at least fifteen 
tasks which we can characterize as managerial 
work, because they can be performed effec- 
tively only by managers. What are these 
tasks? 

First is the determination of objectives or 
goals for the people who report to the man- 
ager. Second is the establishment and inter- 
pretation of policies—those standing decisions 
which the manager expects to apply on a 
continuing basis to the work performed under 
his direction. A third task is the program- 
ming of the sequence of the work to be carried 
out under his direction. The fourth task is the 
development and establishment of procedures, 
to insure that the work will be done in the 
way he wishes. A fifth task is to budget the 
money, personnel, equipment and _ supplies 
required to accomplish this work. A sixth 
function is to organize the work that is to be 
done under his direction. A seventh task is to 
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delegate authority and responsibility. No 
other person is organizationally placed to do 
this for him. An eighth task is to prescribe the 
working relationships among those of his 
subordinates who must cooperate in getting 
things done. A ninth task is to select the 
persons he wants on his team. A tenth task 
is to compensate his subordinates fairly and 
equitably for the work which they do. An 
eleventh function is to communicate to and 
induce communication from his subordinates 
and have them participate in the considera- 
tion of issues with which they are knowledge- 
able. In this way he will promote their interest 
and productivity. A twelfth task is to help his 
subordinates develop management and other 
skills. A thirteenth is to establish performance 
standards. A fourteenth is to measure the 
work or appraise the performance against the 
standards set. A fifteenth task is to see that 
there are records and reports of work ac- 
complished. 

If you analyze any management job, you 
can determine quickly what parts are man- 
agerial functions and what parts are not. 
Moreover, it is important to note that a 
manager does not perform the total of the 
work involved in these fifteen activities. He 
restricts his personal activity to seeing that 
projects or tasks are initiated and to making 
final decisions as to problems and questions 
and the kinds of activities that should be 
undertaken or continued. 


Developing Managerial Skills 


How do we go about helping people to 
develop these managerial skills? 

To begin, we must recognize that good 
managers do not develop in poorly managed 
companies. People tend to practice the kind 
of management that is prevalent in the com- 
panies in which they work. We can sympa- 
thize with the plight of the earnest disciple 
of management who goes to an advanced 
management course, becomes imbued with the 
latest principles, and then returns to his com- 
pany and finds himself overwhelmed by the 
dedication of his colleagues to the status quo. 
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When a company realizes that it needs 
“management development,” in effect it is 
telling itself it needs to improve its ability to 
perform the fifteen management tasks I have 
outlined—to improve its methods of planning, 
organizing, motivating its people and con- 
trolling results. Our question then is, how can 
a company do this? 

We can suggest several precautions. It 
should not start by ascertaining the I.Q.’s 
of its individual managers nor should it cata- 
log them as introverts or extroverts. It should 
not start by appraising, counseling or coaching 
its people in terms of the work they are now 
doing. This is helpful only in stirring muddy 
waters. 


Management Standards for a Company 


The need the company must identify, and 
the question it must answer before it em- 
barks on any program of developing man- 
agers is: how can the company, as a com- 
pany, manage itself better? 

The best approach is one which is used 
every day in our companies for almost every 
activity but management development itself. 
The method includes a number of basic steps. 
First, the company must decide what stand- 
ards it expects to adhere to in managing 
itself. What kind of planning, organization, 
controls, for example, does it need if it is to 
be well managed? 

The answer calls for setting management 
standards for the company as a whole. This 
requires spelling out its objectives, policies, 
programs, budgets and organization. This is 
the same practical approach we would follow 
if we were to buy a new piece of capital 
equipment or introduce a new product. 


Auditing Management 


The second step for the company is to 
audit its management against these standards. 
This audit is a close and critical examination 
of each management activity being performed 
in the company. It includes scrutiny of the 
company’s objectives and policies with re- 
spect to inventories, dividends, credit, distri- 
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bution, research. Procedures, programs, bud- 
gets, organization and controls should be 
evaluated carefully. 

The company then should provide for dis- 
cussion of the audit findings by the approp- 
riate members of management. In the light of 
the audit findings, it should institute programs 
to improve planning, organization, motivation 
and control of its activities. 

These important steps must be initiated at 
the top of the company—by the chairman of 
the board and the chief executive. Then simi- 
lar steps must be taken by subordinates at 
each lower level. 

A company which takes these steps is re- 
quiring its managers to manage better. If it 
does not do these things, we can question 
whether it is developing managers to manage, 
or developing them to do something else. 


Appraising, Counseling, Coaching 


After these steps have been taken, the com- 
pany should initiate appraisal, counseling 
and coaching of managers in terms of over-all 
objectives. Note, that according to the pro- 
cedure we have suggested, the company will 
have set performance standards for each man- 
agement job, that it will appraise current 
performance against these standards, and 
then each manager will be required to coach 
his subordinate managers in the improvement 


of their methods of managing. Each manager — 


will be accountable for advising and assisting 
his subordinates to improve their performance 
in planning, organizing, motivating and con- 
trolling the work of their subordinates. 

For example, each manager will require 
each of his subordinates to think through the 
objectives of his own departments, to set 
targets in terms of costs, share of market or 
any other criteria which can fairly be applied. 
Each manager will require his subordinates 
to analyze their own operations and to plan 
the organizations needed to accomplish the 
objectives they have set for themselves. Each 
subordinate will be required to select, train 
and compensate his employees within the 


(Continued on page 10) 
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e Ways of establishing the agency relationship 
and creating the authority 


By What Authority? 


AVE you ever been mistaken for a floor- 
walker or a clerk? You were on time but, 

as usual, your wife was late; and there you 
stood with bared head in X’s merchandise 
emporium right where she said she would 
meet you. A harried shopper rushes up and 
inquires on what floor will she find toys. You 
smile and say, “Oh! I don’t work here. I am 
just waiting for my wife.” Or if you know, 
will you, without explanation, formally reply, 
“On the sixth floor, Madam”? Perhaps even 
more exciting would be the next shopper who, 
mistaking you for a clerk, might say, “I 
found the book I wanted. Here is the money. 
I’m in a hurry so you need not wrap it.” 
And before you can make an explanation, she 
leaves, after having thrust $1.03 into your 
hand. You will, of course, seek out the pro- 
prietor of the store and inform him, laugh- 
ingly, that you guess you are his new clerk 
and, explaining fully, you will give him the 
money you received and he will thank you. 
This may cause you to wonder as you 
resume your waiting post: “Was I really a 
clerk? Nonsense, I was never hired; how 
could I be a clerk? But that woman thought 
I was a clerk. The proprietor took the money 
I got from her as though I had been a clerk.” 
The proprietor may similarly ponder about 
this occurrence: “I never hired him so he 
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couldn’t be my clerk. Yet I said thanks, and 
I took the money when he explained. Did I 
thereby, in some way, make him my clerk?” 
This, of course, is introductory fiction but 
consider the following which is fact. 


The Furniture Transaction 


The opinion of the court, delivered by 
Jayne, J., in the case of Hoddeson v. Koos 
Bros., 135 A. 2d. 702, 47 N.J. Super. 224 
(1957), details this factual situation: 

“A digest of the story told by Mrs. Hodde- 
son will be informative and perhaps admoni- 
tory to the unwary shopper. The plaintiff, 
Mrs. Hoddeson, was acquainted with the 
spacious furniture store conducted by the 
defendant, Koos Bros., a corporation, at No. 
1859 St. George Avenue in the city of 
Rahway. On a previous observational visit, 
her eyes had fallen upon certain articles of 
bedroom furniture which she ardently desired 
to acquire for her home. It has been said that 
‘the sea hath bounds but deep desire hath 
none.’ Her sympathetic mother liberated her 
from the grasp of despair and bestowed upon 
her a gift of $165 with which to consummate 
the purchase. 

“Tt was in the forenoon of August 22, 1956, 
that Mrs. Hoddeson, accompanied by her 
aunt and four children, happily journeyed 
from her home in South River to the defend- 
ant’s store to attain her objective. Upon enter- 
ing, she was greeted by a tall man with dark 
hair frosted at the temples and clad in a 
light gray suit. He inquired if he could be of 
assistance, and she informed him specifically 
of her mission. Whereupon, he immediately 


ud- 
lis- 
Op- 
ms 
ion | 
al 
of 
ni- 
at 
re- | 
it | 
on | 
se, 
| 
n- 
ng 
ll 
ill 
n- 
nt 
1d 
*h | 
nt 
er 
1g 
n- 
re 
at 
yr 
' 
h | 
n 
e | 
| 
5 
MAR 


| 
| 


guided her, her aunt, and the flock to the 
mirror then on display and priced at $29 
which Mrs. Hoddeson identified, and next to 
the location of the designated bedroom furni- 
ture which she had described. 

“Upon confirming her selections, the man 
withdrew from his pocket a small pad or 
paper upon which he presumably recorded her 
order and calculated the total purchase price 
to be $168.50. Mrs. Hoddeson handed to him 
the $168.50 in cash. He informed her the 
articles other than those on display were not 
in stock, and that reproductions would upon 
notice be delivered to her in September. Also, 
she omitted to request from him a receipt for 
her cash disbursement. The transaction con- 
sumed in time a period from 30 to 40 minutes. 

“Mrs. Hoddeson impatiently awaited the 
delivery of the articles of furniture, but a 
span of time beyond the assured date of de- 
livery elapsed, which motivated her to inquire 
of the defendant the cause of the unexpected 
delay. Sorrowful indeed was she to learn from 
the defendant that its records failed to dis- 
close any such sale to her and any such 
monetary credit in payment. 

“Such were the essentialities of the narra- 
tive imparted to the judge and jury in the 
Union County District Court, where Mrs. 
Hoddeson and her husband obtained a final 
judgment against the defendant in reimburse- 
ment of her cash expenditure .... 

“As you will at this point surmise, the 
insistence of the defendant at the trial was 
that the person who served Mrs. Hoddeson 
was an imposter, deceitfully impersonating a 
salesman of the defendant without the latter’s 
knowledge.” 


Creating Relationship; 
Creating Authority 


In order to understand the legal issue 
encountered in resolving, on appeal, the 
controversy created by the above-recited cir- 
cumstances, it is necessary to review and 
understand the ways by which the agency 
relationship may be established and the ways 
by which the agent’s authority to bind his 
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principal may be established. Enumerated 
ways of creating both the agency and the 
authority are: Express authority, Implied 
authority, Apparent authority, authority by 
Necessity, authority by Ratification. 

An express agency and express authority 
exist where the relationship is directly estab- 
lished and the authority directly granted. 
This may be done orally or by a writing, 
formal or informal, general or special. Every 
express agency and grant of express authority 
carries with it the implied agency and implied 
authority to do all that is proper, usual, cus- 
tomary, and reasonably necessary in exercis- 
ing the power expressly granted. An over-all 
term that is used to describe, collectively, the 
express authority and its accompanying auth- 
ority by implication is Actual authority. 
Implied authority cannot exist without express 
authority for the implied authority flows from 
the express authority, that is, certain powers 
spring by inference from those expressly 
granted. In contrast, an apparent agency or 
apparent authority presumes no actual author- 
ity as between the principal and the agent 
but rather, that as to the third party, there is 
an appearance of agency and authority. How- 
ever, it must be the principal who is respon- 
sible for this appearance which justifies a 
third person in thinking that one is another’s 
agent or, being his agent, possesses the sup- 
posed authority. Where the appearance is 
affirmatively created by the principal, such as 
holding out the agent as possessing authority 
—a conscious permission of acts beyond the 
powers granted—the apparent authority is 
also referred to as Ostensible authority; where 
the appearance is negligently created by the 
principal, such as knowingly permitting the 
agent to assume authority he does not pos- 
sess, by failure to supervise and control the 
agent, the apparent authority is more properly 
spoken of as being authority by Estoppel. 

The case of Law v. Stokes, 3 Vroom (N.J.) 
249 (1867), summarizes the distinctions be- 
tween actual and apparent authority as fol- 
lows: “A principal is bound by the acts of 
his agent within the authority he has actually 
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given him, which includes not only the precise 
act which he expressly authorizes him to do, 
but also whatever usually belongs to the doing 
of it, or is necessary to its performance. 
Beyond that, he is liable for the acts of the 
agent within the appearance of authority 
which the principal himself knowingly per- 
mits the agent to assume, or which he holds 
the agent out to the public as possessing. For 
the acts of the agent, within his express 
authority, the principal is liable; because the 
act of the agent is the act of the principal. 
For the acts of the agent, within the scope of 
the authority he holds the agent out as hav- 
ing, or knowingly permits him to assume, the 
principal is made responsible; because to per- 
mit him to dispute the authority of the agent 
in such cases would be to enable him to com- 
mit a fraud upon innocent persons. In which- 
ever way the liability of the principal is 
established, it must flow from the act of the 
principal.” 

It is immaterial to the third party con- 
cerned whether the authority was implied or 
apparent because, in either instance, the prin- 
cipal is bound to him. But, as between the 
principal and the agent the distinction be- 
comes important; for, if there was implied 
authority, the agent is within the bounds of 
his authority but, if the authority is only 
apparent, then the agent has exceeded his 


- authority and may be liable to the principal. 


Agency or authority by necessity is used to 
describe a situation of an emergency nature 
where one has no actual authority or may 
not conveniently contact the principal for an 
extension of authority if he is an agent and 


yet finds it necessary to act in a certain way 


—although expressly or impliedly unauthor- 
ized—in order to protect the principal’s inter- 


est or to prevent loss. By necessity, he is said 
' to possess authority to do such acts as he 


reasonably believes to be necessary in the 
emergency. 

Agency by ratification is a principal’s sanc- 
tioning of an act by one who, at the time, was 
not his agent; authority by ratification is the 
principal’s sanctioning of an act by one who 


1959 


was his agent but whose act, at the time, was 
beyond his authority. Ratification is the con- 
firmation after conduct amounting to a sub- 
stitute for prior authority. 

These are the concepts of the ways in which 
an agency relationship may be established and 
the ways in which the extent of an agent’s 
authority may be determined. The difficulty 
arises in the application of the concepts to 
particular factual situations. Hence, the fol- 
lowing hypothetical situations are presented 
for illustration. 


Actual Authority 


X is the owner and operator of a ham- 
burger stand. Tiring of his own greasy cook- 
ing, he decides to go across town to a 
restaurant for a meal and announces his 
intention to the group of young men loitering 
around his stand. One of the boys asks if he 
may run the stand for him while he is gone, 
and X says, “Yes, will you do that?” The 
boy says that he will. Here the boy is X’s 
agent as the result of an express, oral agree- 
ment between them, and he has express 
authority to prepare and sell hamburgers. A 
customer arrives and orders twenty hamburg- 
ers “to go.” While the boy is preparing the 
order, the customer notices the lack of a 
toothpick to hold the top to the bottom of 
the bun. The customer says, “If you do not 
have toothpicks to hold the hamburgers to- 
gether, cancel my order. If there is anything 
that annoys me, it is having a batch of ham- 
burgers and getting them mixed up so that 
part of the time you have two tops and the 
rest of the time you have two bottoms.” 
There are no toothpicks but the boy says to 
the customer, “Don’t go away, Mister, I’ll get 
some toothpicks for your hamburgers.” He 
dashes next door to the grocery and quickly 
purchases a box of toothpicks and charges 
them to X. X is liable to the grocer for the 
toothpicks. From the express authority to sell 
hamburgers the boy had implied authority to 
buy a box of toothpicks which was reasonably 
necessary to carry out the express grant. 

A salesman for a neon light concern ar- 
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rives at the stand and announces that it is 
dark. The boy agrees and, with the sales- 
man’s encouragement, plans and orders a 
three-story sign, done in neon lights, that 
contains a replica of a hamburger at the top 
with connections that spread out steam and 
odors to advertise the merits of X’s delicious, 
sizzling-hot and odoriferous hamburgers. The 
sign, installed, will cost $5,000. There is no 
implied authority to order the sign. Such was 
not reasonably necessary in order to carry 
out the express grant. There is a decided dif- 
ference between the boy ordering toothpicks 
and ordering a sign. 
Authority by Necessity 

Assume again that X is operating the stand 
and announces his intention to go elsewhere 
to eat, but this time when the boy offers to 
run the stand during his absence, permission 
to run it is refused. However, X does request 
that the boy guard the stand against theft, 
and the boy agrees to do so. He is not acting 
as an agent but merely as a servant' to guard 
against pilfering. 

It commences to rain; the rain becomes a 
flood. The boy hastily moves the equipment 
and supplies to the top of the stand where 
he is marooned with the movables he has 
been able to salvage, surrounded by rising 
flood waters. On the horizon he sees a motor 
launch and cries out “Water taxi! Water 
taxi!” The boat operator responds to the call. 
The equipment, for a fee, is moved to safety. 
It was impractical, if not impossible, for the 
boy to communicate with X before acting. 
By necessity he became an agent and had 
authority to hire the services of the boat 
operator to preserve X’s goods and to bind 
X to pay for such service. 


‘The essential difference between an agent and a 
servant is that the agent represents the principal in 
business dealings with third parties where contractual 
obligations result from the acts of the agent, while a 
servant acts only as the employer directs and, since 
his acts are usually dealing with things and are 
mechanical in nature, no third party is necessary and 
no contractual obligations are intended to result. 


Apparent Authority 


Assume again that X is running the stand / ti 
and announces his intention to go elsewhere | ti 
to eat, but he also tells the boy that he has | ™ 
learned about insurance and that he now has | 
fire, hail, flood, theft, and all kinds of cover- | 
age. He tells the boy that he is not to run the 
stand or to guard it. Nothing at all. As X st 
departs with his chef’s hat and apron on, the al 
boy remarks, “X, they have napkins over | A 
there where you are going to eat. You don’t _ sa 
need to wear your apron, and besides you lu 
shouldn’t eat with your hat on.” X laughs bi 
and playfully slips the apron off himself and __ sc 
puts it on the boy and places the hat on the bt 
boy’s head. While X is away, a customer sc 
arrives. What does he see? A hamburger stand _ de 
and a boy with an apron on and a chef’s hat __ st 
on his head. The customer requests a ham- re 
burger. We know that the boy has no actual lu 
authority to prepare and sell a hamburger bt 
but he does so and, just as the customer is , to 
about to take a bite of the delicious ham- | “! 
burger which the boy has prepared and sold _né 
to him, X returns to the scene. X says, ha 
“Where did you get that hamburger?” The | al. 
customer replies, “I bought it from the boy.” X 
X says, “He couldn’t sell you a hamburger.” _—‘ra 
The customer says, “I thought . . . It looked au 
to me... .” X says, “I don’t care how it | in 
looked. Here, give me that hamburger.”’ The - 
customer says, “No. I bought it, and it’s my T 
hamburger.” And so, the words and even a / 
physical tussle may go on between X and the wi 
customer over the hamburger. However, the m 
legal point is that the boy did have apparent | as 
authority because X, by putting the hat and  _H 
apron on him, made it appear to the customer = W 
that the boy was his agent and authorized to _ be 
run the stand. Here there is an apparent sa 
agency and apparent authority although there _ fit 
was no actual agency or actual authority. =| af 
If X had locked up everything before he . 
left, and the boy had, by stealth, opened up sit 
the stand and put on the apron and hat, it | pl 
would again appear to the customer, on his $a 
arrival, that the boy was in charge. In this 
instance, there would be no apparent author- uf 
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ity because X, unlike in the previous situa- 
tion, had done nothing either by an affirma- 
tive holding out or a negligent omission, to 
make it appear that the boy was his agent. 


Authority by Ratification 


Assume again that the boy, by his own 
stealth, appears to be in charge of the stand 
although X had locked the stand on leaving. 
A scout leader arrives at the stand with the 
sad tale that the truck carrying the troop’s 
lunches has failed to arrive and he asks the 
boy to prepare two hamburgers for each 
scout—one hundred scouts, two hundred ham- 
burgers. The boy is engaged in this task, the 
scouts are lined up two abreast awaiting the 
delicious hamburgers, when X returns to the 
stand. X says, “What goes on here?” The boy 
replies, “I’m selling hamburgers. The scouts’ 
lunch wagon did not arrive. They’re a rich 
bunch of kids so I raised the price from 35c 
to 60c, I hope you don’t mind.” X replies, 
“Mind? No! Bless you, my boy, business has 
never been so good. Here, let me give you a 
hand.” Again, there was no actual authority; 
also, no apparent authority but, by his reply, 
X, with full knowledge of all the facts, has 
ratified what was previously the boy’s un- 
authorized act. This is equivalent to an orig- 
inal grant of authority. 


The Furniture Transaction Continued 


Returning our attention to the transaction 
which introduced this article; if what is sur- 
mised is true, namely that the one who posed 
as a salesman and supposedly sold Mrs. 
Hoddeson the furniture was an imposter, there 
was no actual agency or actual authority as 
between the defendant store and the acting 
sales person. Neither has there been any rati- 
fication. The issue must be, then, was there 
apparent authority? 

The appellate court in reversing the deci- 
sion of the lower court which had been in 
plaintiff's favor and in granting a new trial, 
said: 

“Where a party seeks to impose liability 
upon an alleged principal on a contract made 
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by an alleged agent, as here, the party must 
assume the obligation of proving the agency 
relationship. It is not the burden of the al- 
leged principal to disprove it... . 

“The point here debated is whether or not 
the evidence circumstantiates the presence of 
apparent authority, and it is at this very point 
we come face to face with the general rule of 
law that the apparency and appearance of 
authority must be shown to have been created 
by the manifestations of the alleged principal, 
and not alone and solely by proof of those of 
the supposed agent. Assuredly the law cannot 
permit apparent authority to be established 
by the mere proof that a mountebank in fact 
exercised it... . 

“The inadequacy of the evidence to prove 
the alleged essential element of agency obliges 
us to reverse the judgment .... 

“The tincture of estoppel that gives color 
to instances of apparent authority might in 
the law operate likewise to preclude a defend- 
ant’s denial of liability . . . . That which we 
have in mind are the unique occurrences 
where solely through the lack of the proprie- 
tor’s reasonable surveillance and supervision 
an imposter falsely impersonates in the place 
of business an agent or servant of his. Cer- 
tainly the proprietor’s duty of care and pre- 
caution for the safety and security of the 
customer encompasses more than the diligent 
observance and removal of banana peels from 
the aisles. Broadly stated, the duty of the 
proprietor also encircles the exercise of rea- 
sonable care and vigilance to protect the cus- 
tomer from loss occasioned by the deceptions 
of an apparent salesman. The rule that those 
who bargain without inquiry with an apparent 
agent do so at the risk and peril of an absence 
of the agent’s authority has a patently im- 
practicable application to the customers who 
patronize our modern department stores. 

“Our concept of the modern law is that 
where a proprietor of a place of business by 
his dereliction of duty enables one who is not 
his agent conspicuously to act as such and 
ostensibly to transact the proprietor’s business 
with a patron in the establishment, the ap- 
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pearances being of such a character as to lead 
a person of ordinary prudence and circum- 
spection to believe that the imposter was in 
truth the proprietor’s agent, in such circum- 
stances the law will not permit the proprietor 
defensively to avail himself of the imposter’s 
lack of authority and thus escape liability for 
the consequential loss thereby sustained by 
the customer.” 


The reversal by the appellate court was 
based on a deficit of evidence to support the 
lower court’s conclusion. By also granting a 
new trial it gave an opportunity to the plain- 
tiff to try to establish an agency relationship 
by estoppel. However, communication with 
counsel for both parties indicates that before 
the retrial was scheduled, an out-of-court set- 
tlement was reached between the parties. 


Lessons of Executive Development Programs 


(Continued from page 4) 


over-all framework of the company’s personnel 
policies. Each manager will be required to set 
performance standards for the people report- 
ing to him. Finally he will be required to 
record and report his operating results and 
take action on the variances that occur. 

This approach is far different from the con- 
tent of most management development pro- 
grams with which we are acquainted. It is 
intended to help managers improve their 
professional skills. 


Wisely, energetically, and persistently used, 
it will help the company to determine the 
kind of management it wants and the kind of 
management it is willing to pay for. As a 
concept of managing, this approach will pro- 
vide a logical and consistent basis for pro- 
gramming the improvement of management 
practices and will bring about these improve- 
ments, not as a special program, but as a 
part of the manager’s everyday job of man- 


aging. 


BUSINESS BOOKS, 1958 


Business Books, 1958, the annual review and shopping list of many of the outstanding 
books of the year, has just been released by the Business and Technology Department of 


the Cleveland Public Library. 


Emphasis is placed on new trends in long-range planning, decision-making, creative 
thinking, data-processing, communication, and management development. Also well 
represented are advertising, marketing, personnel management, accounting, office and 
factory procedures, retail and wholesale trade. The status of small business is reviewed 
in three different studies; and there are histories of three of the nation’s most successful 


large businesses. 


Copies of the bulletin are available, at a mailing and handling charge of 25c, from: 
Order Division, Cleveland Public Library, Cleveland 14, Ohio. 


| 
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e Information and interpretation about .. . 


New Federal Aids 


For Small Businesses 


Eugene A. Myers and Randall S. Stout 


OR many years small businesses have com- 

plained of their difficulties, and have at 
various times urged Congress to provide them 
with certain types of special financial assist- 
ance. These small enterprises have contended 
that high corporate tax rates, to which they 
are subject, restrict their growth by greatly 
reducing the attractiveness of risky expan- 
sions, and by curtailing the amount of capital 
available from retained earnings to finance 
such expansions. They further contend that 
these conditions make the acquisition of out- 
side capital on satisfactory terms more diffi- 
cult. Small manufacturing firms, particularly, 
need adequate long-term and equity capital to 
finance plant and major equipment installa- 
tions. Although some small businesses may 
require outside financial aid for proper growth, 
these enterprises on the whole have displayed 
vigorous growth in the past decade. There is 
evidence that they have obtained and put to 
profitable use more than $50 billions of loan 
and equity capital.’ 


‘Irving Schweiger, “Adequacy of Financing for 


" Small Business Since World War II,” Journal of Fi- 


nance, September 1958, Vol. XIII, No. 3. 


About the Authors— 


Both men are faculty members at The Pennsyl- 
vania State University. Dr. Stout is professor of 


, economics, and has served as consultant to the 
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Pennsylvania Joint State Government Commission 
and the Commission on Governmental Reorganiza- 
tion. Dr. Myers, associate professor of economics, was 
formerly Director of Wage Stabilization, Maritime 
Division, National War Labor Board. Both authors 
have contributed articles to the National Tax Jour- 
nal, and have held committee assignments with the 
National Tax Association. 
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The need for more intensive review of the 
problems of the small business group was 
indicated by the many bills introduced in the 
84th and 85th Congresses; and in view of 
intense interest in these matters, the Con- 
gress directed its Committees on Banking and 
Currency and on Small Business and the 
Federal Reserve System to undertake studies 
of the problems peculiar to such enterprises.” 

After much consideration, Congress enacted 
four laws which provide increased financial 
assistance for small business concerns by 
means of (a) making equity capital and long- 
term credit more readily available, and (b) by 
granting certain special tax treatment. These 
Acts, all enacted in 1958, are: the Small 
Business Act; the Small Business Investment 
Act; the Technical Amendments Act; and the 
Small Business Tax Revision Act. These acts 
signalized the acceptance by Congress of small 
business as a distinct and vital element in the 
national economy, and made it clear that 
independent small-business enterprises are to 
be considered as one of the nation’s invaluable 
resources—as essential to our strength as fer- 
tile farmlands, timber, mines, and waterway 
systems. 


Financial Aids 


Improved facilities for obtaining long-term 
capital were thus provided by the Small Busi- 


* Federal Reserve System, Financing Small Busi- 
ness, A Report to the Committees on Banking and 
Currency and the Select Committees on Small Busi- 
ness, April 11, 1958. See also: National Tax Associa- 
tion, Proceedings, 1957. 
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ness Act® and the Small Business Investment 
Act.* The Small Business Act designated the 
Small Business Administration as a permanent 
agency of the federal government, under the 
general direction and supervision of the Presi- 
dent, operating as an independent agency. 
The SBA was granted $900,000,000 in revolv- 
ing Treasury funds for the purpose of making 
loans to small concerns to finance plant con- 
struction, expansion, land acquisition, pur- 
chase of equipment, supplies, materials, pro- 
visions of working capital, and to establish 
small business investment companies. The 
maximum loan for a single enterprise is 
$350,000, with a maximum interest rate of 
5% per cent for a maturity period of ten 
years. In cases where business concerns are 
rather small, several of them may pool their 
resources and capital and borrow up to a 
maximum of $250,000 each at an interest rate 
varying from 3 to 5 per cent, with a maturity 
period of twenty years. Recognizing that re- 
search and development are major factors in 
the growth and progress of industry and the 
national economy, and that the expense of 
carrying on research and development pro- 
grams is beyond the means of many small 
concerns, and that they are handicapped in 
obtaining the benefits of research and devel- 
opment programs conducted at government 
expense, the Act further provides for: 


(1) assistance to small firms in obtaining 
government contracts for research and 
development; 

(2) assistance to small firms in obtaining 
the benefits of research and develop- 
ment performed under government 
contracts or at government expense; 
and 


(3) technical assistance to small firms. 


The Administrator is authorized to assist 
enterprises in undertaking joint programs in 
research through the development of research 
laboratories, facilities, and the collection of 
materials and data. 


*P. L. 85-536 July 23, 1958. 72 Stat. 384. 
*P. L. 85-699 August 21, 1958. 72 Stat. 689. 


With the passage of the Small Business 
Investment Act, Congress declared it to be 
the policy of the national government to aid 
small business concerns by establishing a 
program which would stimulate and supple- 
ment the flow of private equity capital and 


long-term loan funds needed by these enter- — 


prises for sound financing of operations and 
for growth, expansion, and modernization. In 
order to carry out these provisions, a Small 


Business Investment Division was established | 
within the SBA. The Act authorizes the SBA | 


to charter small business investment compan- 
ies with a paid-in capital and surplus of at 


least $300,000 with a corporate existence of — 
thirty years. (The authority of the SBA to | 


charter such investment companies, however, 


expires June 30, 1961.) In order to facilitate . 
the formation of small business investment | 


companies, the SBA is authorized to purchase 


the debentures of such companies up to > 


$150,000. These debentures may be consid- 
ered as part of the capital and surplus of these 
companies. The primary function of these 
investment companies is to provide a source 
of equity capital for small concerns. This is 


accomplished by enabling the investment com- | 


panies to supply the equity capital through 
their purchases of debenture bonds issued by 
small firms. These loans may be made direct- 
ly or in co-operation with other lending insti- 


tutions through agreements to participate on | 


an immediate or deferred basis. Maturity of 
these loans is twenty years, with provision for 
extension for an additional ten years in order 
to effect orderly liquidation of the loans. 
The SBA is further authorized to make 
loans to state development companies by 
means of advancing funds in exchange for 
obligations of such companies. The total 


amount of obligations purchased and out-— 
standing at any one time by the SBA from | 
any one state development company shall not | 


exceed the total amount borrowed by it from 
all other sources. Any state development com- 
pany may by vote of its shareholders be 


converted into a small business investment | 


company. 
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Tax Provisions 

Special tax treatment was afforded small 
businesses under provisions of two acts: The 
Small Business Tax Revision Act® and the 
Technical Amendments Act.* The principal 
features of the Small Business Tax Revision 
Act are as follows:’ 

(1) The Act provides ordinary loss treat- 
ment (up to $25,000 a year or $50,000 a year 
in the case of a husband and wife filing a 
joint return) where the original holder of 
small business stock sells it at a loss. The 
stock must be issued after June 30, 1958, and 
the total amount of this stock may not exceed 
$500,000 per corporation. In addition, this 
stock is not to increase the equity capital of 
the corporation to more than $1,000,000. 

(2) The 2-year net operating loss carry- 
back is extended to a 3-year carryback. Thus, 
businesses will have a 3-year carryback and a 
5-year carryforward for losses. 

(3) The Act permits businesses to write off 
20 per cent of the cost of their depreciable, 
tangible, personal property (both new and 
used) in the year of acquisition. This fast 
writeoff will be of primary importance to 
small business since it is limited to acquisi- 
tions of up to $10,000 a year ($20,000 in the 
case of a husband and wife filing a joint re- 
turn). The remaining cost will be depreciated 
under present rules. 

(4) The minimum accumulated earnings 
credit representing amounts which a business 
can accumulate over a period of years with- 
out the possibility of the imposition of any 
accumulated earnings tax (formerly the sec- 
tion 102 tax) is increased from $60,000 to 
$100,000. 

(5) The Act also provides that where the 
estate of a decedent consists largely of an in- 
terest in a closely held business, the estate is 
to have up to ten years for payment of the 
federal estate tax. This postponement of the 
tax is to be available only for the portion of 


°P. L. 85-866 September 2, 1958 72 Stat. 1676. 
*P. L. 85-866 September 2, 1958 72 Stat. 1606. 
"See U.S. House of Representatives, Report No. 


| 2198, 85th Congress, 2nd Session. 
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the estate tax attributable to the closely held 
business. This treatment is available where 
the closely held business accounts for 35 per 
cent of the value of the gross estate or 50 
per cent of the value of the taxable estate. 


Technical Amendments Act 


The Technical Amendments Act added a 
new Subchapter S, consisting of Sections 
1371-1377, to the Internal Revenue Code of 
1954.8 These changes provide integration of 
the personal and corporate income taxes, with 
certain limitations. Shareholders may include 
in their own income for tax purposes the 
current taxable income of the corporation, 
both the part which is distributed and that 
which is undistributed. If a shareholder has 
been taxed on corporate earnings which were 
not at that time distributed, and the corpora- 
tion subsequently distributes these earnings to 
shareholders, no additional tax on such earn- 
ings is required. At the corporate level, there 
is no carryover or carryback of operating 
losses to or from a year for which the special 
treatment has been elected. Shareholders may 
treat these corporate losses in the same man- 
ner as any loss which might have been in- 
curred by a proprietorship. In other words, 
Subchapter S, Sections 1371-1377 permits 
shareholders in small businesses to elect to be 
taxed directly on the corporation’s earnings, 
in lieu of payment of the corporate tax. 
Neither type of income in this case is eligible 
for a dividend received credit or exclusion, 
since it has been subject to no tax at the 
corporate level. Long-term capital gains of the 
corporation carry over to the shareholder 
level. Only domestic corporations which are 
not eligible to file a consolidated return with 
any other corporation have the right to elect 
Subchapter S application. The corporation 
must not have more than ten shareholders; 
shareholders must all be individuals (or an 
estate); no non-resident aliens may be share- 
holders; and the corporation may not have 
more than one class of stock. 


*Commerce Clearing House, The Tax Magazine, 
September 1958. 
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The Act also added Sections 1242 and 1243 
and amended Section 243, with conforming 
amendments to Sections 165 and 246, which 
provide that the Small Business Investment 
Companies may treat losses on convertible 
debentures (including stock received pursuant 
to the conversion privilege) as losses on or- 
dinary income. In addition, dividends which 
these companies receive through ownership of 
stock after conversion of debentures are wholly 
exempt from the corporate income tax. 

The Senate Finance Committee in its 
Report on the Technical Amendment Act 
emphasized certain significant features, as 
follows: 


In 1954 Congress enacted Section 1361 of the 
Internal Revenue Code permitting proprietorships 
and partnerships to elect to be taxed like corporations. 
At that time it failed to permit corporations to elect 
treatment which would forego payment of tax by 
corporations and require shareholders to report cor- 
porate income as personal income. Such legislation is 
desirable because it permits businesses to select the 
form of organization without taking into account 
major differences in tax consequences. These provi- 
sions will primarily benefit individuals who have 
marginal tax rates below the 52 per cent corporate 
rate (or 30 per cent rate in case of smaller busi- 
nesses) where earnings are left in the corporation. 
Where earnings are distributed, the benefit will extend 
to individuals with somewhat higher rates since in 
this case a “double tax’’ is removed. The provisions 
will be of substantial benefit to small corporations 
realizing losses for a period of years where there is no 
way of offsetting these losses against taxable income 
at the corporate level but shareholders have other in- 
come which can be offset against these losses.” 


Summary 


The new tax provisions are designed to 
increase the volume of internal and outside 
funds which will be made available for the 
financing of small enterprises. Despite the fact 
that the Act is expected to result in an 
annual budgetary loss of approximately $260 
millions, the provisions may be considered as 
tax postponements, rather than tax reductions." 


° U.S. Senate, Report of the Committee on Finance, 
No. 1983 to accompany H. R. 8381, 85th Congress, 
2nd Session. 


*U.S. House of Representatives, Report No. 2198, 
85th Congress, 2nd Session, July 16, 1958. 
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Faster depreciation writeoffs in the case of 
specific assets will eventually be offset by 
smaller depreciation allowances. Similarly, the 
net operating loss carryback is for the most 
part a refund in the year of the loss of an 
amount a business would otherwise receive in 
a subsequent year in the form of a reduced 
tax. Likewise, the estate tax provisions repre- 
sent a spread of tax payments, but do not 
reduce the amount which will ultimately have 
to be paid with respect to any specific estate. 
Although the Act provides tax incentives for 
small incorporated businesses, it should be 
observed that 85 per cent of the small enter- 
prises operate as unincorporated enterprises; 
therefore, only a small segment of small busi- 
ness is affected by the special tax treatment.’ 
Secondly, it should be observed that 80 per 
cent of small business is in the distributive 
and service fields, not in the field of manufac- 
turing. Most small enterprises have the bulk 
of their investment in inventories and ac- 
counts receivable, and not in depreciable 
assets, and they therefore will not benefit by 
the special depreciation allowances. 

The additional channels for financing small 
enterprises should provide further encourage- 
ment of economic growth in the states. The 
provision of financial aid to state development 
corporations is particularly significant in view 
of the fact that some 28 states have char- 


tered these agencies in less than a decade. | 


In the New England area these corporations 
have made 263 loans totaling approximately 
$20,000,000; 55 loans have been repaid in 
full, with $8.7 millions in loans outstanding 
at the end of 1957.° Although Pennsylvania 
is a comparative newcomer in this field, the 


State Industrial Authority in the period July | 


31, 1956-July 1, 1958 had made or placed 
under consideration a total of 57 loans aggre- 
gating $6,843,037 involving projects with 
estimated costs of over $20,000,000, with 


* National Industrial Conference Board, Tax Re- 
form and Tax Revision, Studies in Business Eco- 
nomics Number 58, 1957. 

* Federal Reserve Bank of Boston, “Development 


Credit Corporations: A Stimulant for Economic 
Growth,” Business Review, April-June 1958. 
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planned employment of over 10,000 persons 


and an_ estimated annual payroll of 
$31,104,500.* 

While it is rather early to evaluate the 
various effects of these new financing provis- 
ions, it appears that the system of small busi- 
ness investment companies is one of the most 
important changes in business finance in many 


years.” It is reported that the SBA has re- 


*Federal Reserve Bank of Philadelphia, “A Look 
at Statewide Ventures in Industrial Development,” 
Business Review, July 1958. 

*Federal Reserve Bank of Chicago, Business Con- 
ditions, October 1958; Business Week, October 11, 
1958. 


ceived over 6,000 inquiries about the new 
investment companies, indicating that interest 
among investors is running high. There is 
considerable enthusiasm among area develop- 
ment groups because of the greater lending 
capacity available to groups of small enter- 
prises; and banks are interested because, 
through the investment companies, they can 
in effect invest in the stocks of eligible, small 
business corporations, a form of investment 
previously unavailable to them. The new leg- 
islation thus represents a “high-water mark” 
in terms of benefits for the nation’s small 
business concerns. 


FINANCING HIGHER EDUCATION IN MICHIGAN 


ANN ARBOR-—Persons concerned with the problem of financing higher education 
in Michigan will be interested in a new pamphlet published by The University of 
Michigan Institute of Public Administration. 

The pamphlet, “State Appropriations for Public Higher Education in Michigan 
1855-1957,” was written by Cynthia Krans Link, former IPA research assistant. Mrs. 
Link is now employed by Chrysler Corporation, Detroit. 

In the foreword, John W. Lederle, IPA director, states: “Citizens, educators and 
legislators have become increasingly concerned with the problem of financing higher 
education. Yet much of the financial information which must be used for study of the 
problem is often hard to find, and many of the records do not contain comparable data.” 

The pamphlet presents basic facts on appropriations to higher education in Michi- 
gan. In addition, Mrs. Link’s discussion of the limitations of the data presented may 
help researchers avoid some of the pitfalls which are sometimes encountered in using 
such data for comparative purposes, Lederle continues. 

The pamphlet is divided into three major sections which describe the characteristics 
of the four-year institutions and junior or community colleges in the state. Major trends 
in higher education appropriations are noted along with a number of tables showing 
vaious aspects of the appropriations in past years. 

The final section of the pamphlet gives additional data on other appropriations and 
selected programs of the state’s institutions of higher learning. 

The 87-page publication is available free from the Institute of Public Administra- 
tion, The University of Michigan, Ann Arbor. 
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Michigan Business Indicators 


MILLIONS OF DOLLARS 
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BANK DEBITS—THE MOST ALL INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Lower 
Peninsula bank debits for December and January reflect the continued rise in economic activity 


which had its beginning in the second quarter of 1958. 


MILLIONS OF BOLLARS 
120 


100 A L 
60 
40 
MICHIGAN BANK DEBITS 
18 CITIES-UPPER PENINSULA 
a ‘4 (ADJUSTED FOR SEASONAL VARIATION ) v 
. 1952 1953 954 1956 1957 1956 1959 


UPPER PENINSULA BANK DEBITS—The traditionally more stable Upper Peninsula bank debits 
hint at a rise in business activity for 1959 after maintaining a relative level through the last three 


quarters of 1958. 
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POWER CONSUMPTION -Increased production teamed up with an extended cold spell explained 
the further rise in Industrial Power Consumption, a trend which started last June. 


THOUSANDS 
3000 


2500 


1000 


0. 


1952 1953 1954 1955 1956 1957 1958 1959 


MICHIGAN EMPLOYMENT-—Employment of wage and salary workers, while lagging behind the 
general business recovery, is tending toward its pre-slump level. 
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e Analysis and explanation of “Operation Bootstrap” 


by the principal operator 


Progress and Outlook 


for Puerto Rico 


HE principal natural resource of Puerto 

Rico, the land, has been quite thoroughly 
exploited for half a century. Those who know 
the Island, as a 35 X 100 mile thick moun- 
tain spine surrounded by a fertile but narrow 
plain, may be surprised to learn that our farm 
income per acre of arable land is nearly four 
times higher than it is in the United States. 

Until fairly recently, the other main re- 
source of Puerto Rico, the people—two and a 
quarter million of them—were also rather 
thoroughly exploited. The big sugar com- 
panies, mostly U. S.-owned, shipped out sug- 
ar worth many millions of dollars more than 
what they paid to the farmers and workers, 
and invested in the cane lands and sugar 
mills. So, from 1910 to 1940, Puerto Rico 
suffered from a balance of trade of the kind 
that economists call “favorable.” 

The economists are not being intentionally 
sardonic. For many years after Adam Smith, 
only the rich, advanced countries could af- 
ford economists—and for a rich country, a 
“favorable” trade balance is favorable. But 
for Puerto Rico, a “favorable” trade balance 
meant selling great quantities of sugar cheap, 
and buying dear a little rice, beans, and cod- 


About the Author— 


Teodoro Moscoso, B.S., 1932, The University of 
Michigan, is Administrator of the Puerto Rico Eco- 
nomic Development Administration. This article is 
adapted from an address presented by him at the 
International Development Conference, San Francis- 
co, October 17, 1957. 
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fish. Nothing was left for productive invest- 
ment, and precious little new capital flowed 
in except for sugar mills, which served to 
perpetuate our slavery to cane. 


Sugar and Poverty 


The sugar companies were party to vote- 
buying which was politically effective, yet 
inexpensive, because the electorate was so 
small and impoverished. To be sure, the Fed- 
eral Government had provided the funds and 
technical know-how to wipe out malaria and 
to install basic public health services. It had 
made a start toward universal public educa- 
tion and, in the depths of depression, it pro- 
vided a creative kind of emergency work 
relief which many of us remember with deep 
and personal gratitude. 

But in 1940, Puerto Rico was still an ex- 
ploited, poverty-stricken colony. I emphasize 
the poverty, the lack of jobs, the political 
corruption (although there was never any 
administration corruption to speak of), and 
the hopelessness, because I believe that the 
change, when it did come and with at last a 
powerful helping hand from the United 
States, could not have been so great and so 
rapid had it not sprung from a past that was 
so intolerable. 

I believe that with a sufficient show of ini- 
tiative the Puerto Rican industrial develop- 
ment effort might have been started thirty 
years earlier. We were exploited politically 
and economically, but I have a lingering sus- 
picion that no small part of our exploitation 
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/ was the result of our own inertia. Aggressive 


local leadership might possibly have gotten 
the United States to help an industrialization 
effort which might have been underway a 
generation earlier. 


Contribution of a New Government 


What brought hope to the people of Puerto 
Rico was the formation of a new political 
party and its victory at the polls in 1940, 
under the leadership of Luis Mufioz Marin. 
Governor Mufioz is, of course, today a world 
figure. But I have heard him say, even quite 
recently, that he regards cleaning up the vote 
as the greatest contribution made by himself 
and his administration to the people of Puerto 
Rico. 

Honest elections and honesty in govern- 
ment are an absolute prerequisite for economic 
development in a business world which is 
similarly based on good faith and mutual 
trust. Nevertheless, even an honest govern- 
ment does not automatically develop an econ- 
omy or create prosperity. We had an honest 
but ineffectual government in Puerto Rico 
prior to the advent of the Popular Democrat- 
ic Party. 

Moreover, in 1940 other things came first 
in Puerto Rico. People still had to be taught 
to hope. To many of them it came as a new 
idea that some part of their future and more 
of the destiny of their children lay in their 
own hands. An effective government structure 
then had to be built, and an orderly system 
had to be devised for planning public works 
and for dealing with the wartime emergencies 
of a people all but cut off by submarine 
blockade from normal supplies of food and 
fuel, not to mention new machinery and capi- 
tal equipment. 


The Industrial Development Effort 


Industrial development was a slow starter 
in Puerto Rico. Our political slogan, “Pan, 
Tierra, Libertad,” which translates as “Bread, 
Land, Liberty,” has an agrarian ring to it and 
symbolizes a general faith in agriculture as 
the chief breadwinner for the country. The 
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Industrial Development Company was not 
established until 1942 and did not operate 
with full effectiveness until 1948. 

Our main industrial development effort was 
in planning, engineering, constructing, and, 
finally, operating five factories—for cement, 
glass containers, paperboard, structural clay 
products, and shoes. These factories were in- 
tended to meet wartime shortages at home. 
Because of the postwar slump in rum sales, 
the glass and paperboard plants were over- 
scale by the time we got them into production. 
The shoe plant priced itself out of the market 
trying to produce too many styles in uneco- 
nomical short runs. The cement plant, which 
had been purchased as a going concern from 
the Federal Government’s relief agency, 
became profitable from the outset. But price- 
setting and wage negotiations were under- 
standably complicated—a government-owned 
factory had other government agencies among 
its largest customers and had voting constitu- 
ents as its employees. Take my word for it, 
that’s one of the more difficult ways to “meet 
a payroll.” 

During this early period the Development 
Company did prove, however, that it was pos- 
sible to produce something besides hand 
needlework and sugar in Puerto Rico. It also 
lent money and helped get a few privately- 
owned factories established. Nevertheless, by 
the end of 1947, five years after its establish- 
ment, a large part of its initial capital had 
been invested—without appreciably denting 
Puerto Rico’s problem. Unemployment was as 
high as before the war. It was to become even 
more serious during the next five years, when 
renewed competition from Japan and the Phil- 
ippines would kill off contract home needle- 
work. Even the hope of an industrial or a 
construction job was beginning to pull nom- 
inally employed subsistence farmers into the 
cities where they were officially counted as 
unemployed. The Development Company had 
created 2,000 jobs, but 200,000 were needed. 
Its investment was generating perhaps $4 
million a year of new income when about 
another billion dollars of income was needed. 
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“Operation Bootstrap” 

The lesson of these first five years was that 
government capital and government know- 
how was too scarce and too limited to do a job 
that could even begin to meet the needs of the 
people. It was also becoming evident that ex- 
istence of government-owned plants made the 
promotion of even non-competitive private 
ventures much more difficult. Initial invest- 
ment by government in power, water, and 
port utilities created public corporations 
which could soon become self-financing. But 
ten years ago, industrial development com- 
panies were not recognized as having the 
public utility status they are now beginning 
to earn. It was this dilemma that practically 
forced upon us what we now call “Operation 
Bootstrap.” 

We took two basic decisions: first, to use 
government funds, not as a principal ingredi- 
ent, but as a catalyst; and second, to use tax 
incentives to attract private capital and the 
production and sales know-how that comes 
with it. This took some doing, just to make 
the changeover. We had to find buyers for 
the Development Company’s plants, convince 
the Legislature that more capital appropria- 
tions were necessary, and organize ourselves 
for a different kind of development effort. 


Tax Incentives 


We also had to think through and enact 
tax-exemption legislation that would be an 
effective attraction for investors but would 
also be demonstrably equitable to existing in- 
dustry in Puerto Rico and to community, 
business, and labor interests in the United 
States. Puerto Rico has no voting representa- 
tion in the U. S. Congress, and federal taxes 
do not apply in the Commonwealth. Exemp- 
tion, therefore, is from our own taxes on cor- 
porate income and property, and it lasts for a 
ten-year period. 

I would not want to hold out our industrial 
incentives legislation, our minimum-wage laws 
and procedures, nor the evolving structure of 
our development organization as universal 
models. But we are convinced by results that 
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Operation Bootstrap is sound in its basic ap- 
proach. In the five years before Operation 


Bootstrap we were able to establish 19 fac- — 


tories—an average of about 4 a year. The first 
five years thereafter resulted in 169 new fac- 
tories—about 34 a year. The next five-year 


period ends this December. Following the — 


same basic approach but with improved tech- 
niques and a larger organization, about 350 
more plants will have been established. This 
is an average increase of 70 new plants a year, 
after taking account of a mortality rate some- 


what below the U. S. average—and which we | 


want to cut down still further. 
Today, new factories are opening at the 


rate of 10 a month. By the end of another | 


year of Operation Bootstrap, we expect to 
have 650 in operation. Our target for 1975 is 
2,500 new industrial plants—and I have a 
suspicion that with more than ordinary efforts 
we could do it by 1965. 


Explaining the Program 


There is no magic in Operation Bootstrap, | 


nor even in Puerto Rico. We have claimed on 


occasion that our climate is “as close to para- { 
dise as man will ever see.” Actually, indus- | 


trial and tourism development is a serious and 
exciting business. Not long ago we opened a 
small office in Frankfurt, Germany, which 
was immediately swamped by over six hun- 
dred inquiries resulting from an advertising 
expenditure of less than $6,000. 

Our most recent survey shows that, in the 
United States, about half the executives of 
industrial firms have some familiarity with the 
tax and other incentives we offer. Many of 
them have already talked with our industrial 
representatives, learned something about Puer- 
to Rico and seen the impressive earnings, the 
same before and after taxes, of the hundred 
or so different kinds of industries already 
operating successfully. 

When a man goes to Puerto Rico to see for 
himself, we introduce him to plant managers, 
often in his own line of business. We show him 
modern factory buildings, highways, and pow- 
er plants—the physical environment industry 
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requires. We explain training programs, finan- 
cial assistance, and our body of corporate and 
financial law. We get the facts on wages, 
materials, shipping, and other costs for his 
product, selling in his market. In many in- 
stances our technicians work out with him an 
estimated cost of goods sold in various mar- 
kets from a plant located in Puerto Rico, as 
compared with other possible sites. Frequently 
we are the first to point out a decisive nega- 
tive locational factor because our interest is in 
manufacturing success and to prevent a fail- 
ure before a costly commitment has been 
made. About one project in four proves out, 
and our research staff continues to find new 
industrial opportunities within and alongside 
the industrial structure that is beginning to 
take shape. 


Nature of an Industrial Development 
Organization 


Industrial development, like the develop- 
ment of agriculture or tourism, is a business. 
In many respects it resembles that of a cor- 
porate holding company. It undertakes basic 
feasibility, product, and locational research, 
seeks out more profitable inter-company rela- 
tionships, diversifies product lines, consoli- 
dates financing requirements in large single 
issues and publicizes and promotes the cor- 
porate whole. Industrial development organi- 
zations like ours can and have learned much 
from the operating experience of industrial 
corporations, investment bankers, law firms, 
and others who have been in the business 
longer than we have. And when they see fit to 
take over, we bow out, as will be discussed 
later. 

But first of all, an economic development 
organization is a public business, responsible 
within the government of which it is a part to 
the people which it serves. Economic develop- 
ment is not its end purpose, but rather its 
weapon of attack against poverty. Its job is to 
generate more income for the entire popula- 
tion, particularly the families who have the 
least. They are its “shareholders,” and quite 
naturally they want the largest possible re- 
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turn on the smallest possible investment of 
public funds. 


Economizing on Public Funds 


In minimizing its demands on public funds, 
Operation Bootstrap has been quite successful. 
Ten years ago the money invested in our In- 
dustrial Development Company had virtually 
no leverage, since its operating companies 
were owned outright. Today, 85 per cent of 
the investment is private, and the total is far 
greater than government could possibly have 
afforded. Local businessmen are now entering 
the manufacturing field, and they own and 
operate about one hundred of the new fac- 
tories, mostly the smaller ones, but a few of 
very substantial size. 

Continued pressure on available public 
funds recently pushed us into a special pro- 
gram to stimulate private construction of in- 
dustrial buildings. This promises to cut down 
still further the need for direct financial par- 
ticipation by the government. Investment ex- 
perience in our tourism program has been 
parallel. The Caribe Hilton, our first new 
hotel, was 100 per cent government-financed. 
Now Intercontinental Hotels Corporation, a 
Pan American Airways subsidiary, is manag- 
ing tourist hotels in which the Government 
has only a token investment, not only in San 
Juan, but in our second largest city, Ponce. 


The “Earnings Record” 


In its “report to stockholders,” Operation 
Bootstrap can also point to a quite favorable 
“earnings record.” Ten years ago the Fomen- 
to plants, as we call them, generated about $4 
million of Commonwealth net income. Last 
year they produced about $200 million, a fifth 
of the Commonwealth’s billion-dollar total. 
The amount of income generated increased 
fifty-fold. The Government’s investment, how- 
ever, increased only about four times. Even 
though the corporate earnings and the prop- 
erty of the new plants themselves are exempt 
from tax, the Commonwealth Treasury has 
collected enough added revenue during the 
past two years from the additional yields of 


ear 
the 

ch- | 

50 

his 

ar, 

ne- 

we 

he | 

ler | 

to | 

is 

| 

yn 

a- 

s- 

1d 

a 

h | 

1- « 

of 

yf 

r | 

21 


personal income taxes, excises, and the like to 
amortize the entire investment made by the 
Government to date in Operation Bootstrap. 
Last year Bootstrap added about $100 to av- 
erage yearly family income, and it is probably 
not entirely a coincidence that the “stockhold- 
ers” again voted to retain the present “man- 
agement” for another 4-year term. 

This does not mean that management can 
relax. We still have only one-fifth of the 2,500 
plants I mentioned earlier as needed, and $200 
million of new industrial income is equally 
far from our billion-dollar industrial income 
objective. What it does mean is that we are 
now moving much faster towards these ob- 
jectives. 


Private Capital and Competition 


We have learned that private capital, the 
larger part of it from the United States, is 
the main ingredient. We have come to recog- 
nize that tax exemption by itself is not the 
decisive incentive we originally believed it to 
be. Profits “before taxes” still have to be 
much higher in Puerto Rico—sometimes two 
to three times higher—than in the United 
States to induce reinvestment and to attract 
an increasing inflow of risk capital. We have 
not found this too high a price to pay for our 
accelerated rate of development—a rate which 
few countries attending this conference, in- 
cluding those with infinitely greater natural 
resources, can match. Our development agen- 
cies have become more efficient, and other 
government departments have gained under- 
standing and become more responsive to the 
legitimate need of industry. 

Government has also learned the value of 
fostering healthy industrial competition and of 
preventing monopoly or unduly protected sit- 
uations that might preclude future expansion. 
It has been pushing up minimum wages to- 
ward the U. S. statutory figure of a dollar an 
hour as fast as can be done in each individual 
industry, without undue risk of causing plant 
failures and the loss of badly needed jobs. 

At the same time it has been putting in- 
creased funds into training programs and 
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technical schools so that industry not only has 
the incentive, but is given positive assistance 
in reaching higher levels of productivity. Our 
Government has welcomed responsible labor 
organizations and encourages the development 
of collective bargaining procedures, but it does 
not hesitate to intervene when a strike be- 
comes a serious threat to the public interest. 

In carrying on our public business of eco- 
nomic development we have learned that © 
United States industry and the businessmen 
from the States with whom we deal today are , 
as different from the plantation and sugar 
mill colonials as we ourselves are from ma- 
laria-ridden serfs. Today, Puerto Ricans own 
most of the sugar mills, once wholly owned in 
the Mainland. Many of the new firms welcome 
local financial participation, and all of them 
besiege us for Puerto Rican managers and 
technicians. Mainland businessmen are tough 
in their negotiations with Government, but 
they respect it as ours to run. They are active 
participants in community and cultural af- 
fairs but they stay out of politics, except to 
vote, as nearly everyone does in Puerto Rico. 


Five years of Commonwealth status have done 


much to dispel the fears and mistrust still 
hanging from colonialism. 

During the past fiscal year, 1,007 Point 
Four and United Nations trainees and observ- 
ers came to Puerto Rico, most of them to 
study some aspect of economic development. 
Quite a number of them have the initial im- 
pression that Puerto Rico’s situation is unique 
and that its experience is not transferable or, 


if so, only in minor respects. They point par- 
ticularly to Puerto Rico’s position as a low- 
wage part of the U. S. customs area and to © 
the free movement of capital and of popula- | 
tion between Puerto Rico and the United 
States. But Puerto Rico had this same kind of 


economic relationship with the United States _ 
from 1917 to 1940—and yet nothing much 
happened. 


The Other Face of the Coin 


The other face of the coin is what Puerto 
Rico lacks in comparison with all but the very 
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smallest and poorest of countries. Its home 
market for most manufactured products is too 
small to support even a single efficient plant. 
Where the local market is large enough to 
support a plant, it is wide open to competi- 
tion from the most powerful of all competi- 
tors—the United States. Furthermore, unless 
and until we strike oil, uranium, or something 
else in quantity, we have nothing by way of 


_ natural resources on which any sizeable in- 


dustrial complex can be built. Two of us who 
recently visited Trinidad, an island half the 


_ size of Puerto Rico, must have clearly shown 


our envy at the sight of such fuel and timber 
resources. 

But lacking such a bonanza, the social con- 
science and the will to develop must be so 
powerful as to overcome the obstacles that 
are only too plainly evident. We say to our 
Point Four visitors, be frank about the lia- 
bilities, but work constantly to diminish their 
importance. Create an environment in which 
at least some industries can flourish, and dis- 
tribute the resulting flow of social and money 
income in a way that will earn popular sup- 
port for your program. To visitors from India, 
Indonesia, and the Philippines; from Latin 
America, the new Caribbean Federation, or 
Africa we can point to their large home mar- 
kets which, where essential, can be protected 
and which can be easily reached in most 
cases. To the many countries rich in power 
and other unexploited resources we stress the 
importance of “ambiente” (climate, or atmos- 
phere) in attracting capital. Tariffs—even 
U. S. tariffs—which for many products range 
around 10 per cent, are clearly tolerable for 
firms earning (as our profitable firms average) 
20 per cent on sales. 


United States Foreign Economic Policy 


This Conference would not have been con- 
vened except for a conviction shared by its 
forward-looking sponsors, by many respon- 
sible U. S. citizens, and being acted upon by 
the federal government. It is a growing con- 
viction—the “Sputnik” tour-de-force notwith- 
standing—that in the free world the United 
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States, and only the United States, has suffi- 
cient human and material resources to meet 
in any substantial way the needs of the many 
countries trying to improve the economic con- 
dition of an impoverished people. 

Most of these governments are setting up 
industrial development organizations, survey- 
ing their natural resources, analyzing proj- 
ects, and beginning to offer tax and other 
incentives to industry. Some already have a 
good start, others are still where Puerto Rico 
was fifteen years ago. Risk capital is the 
crying need of every one of them. 

We now seem to be facing some years of a 
tightening market for investment funds. Un- 
der these conditions it is especially important 
for the United States economy, as well as for 
the developing countries, that the best and 
the most productive projects be undertaken, 
wherever they are to be found. Every impov- 
erished people will take heart at the success 
of another. 


Tax Exemption as a Tool 


The United States Government should also, 
I believe, do more—perhaps in its foreign aid 
program, certainly in its support of the inter- 
national lending agencies. But I personally 
think that a tool from the kit of Operation 
Bootstrap might prove to be the most effective 
of all, and the least costly—namely tax ex- 
emption. The administration of a foreign aid 
program or of a lending agency is inherently 
costly. The Government has to bear the cost 
of case by case investigation and stand the 
loss when mistakes are made. Tax exemption, 
on the other hand, requires only a minimum 
of administration, and if exemption is granted 
to a firm that fails, the Government has lost 
nothing. The prize goes only to the efficient. 

Such a proposal is not original with me. 
Four years ago a British Royal Commission, 
and three years ago at the Rio Conference the 
then Secretary of the Treasury Humphrey 
proposed that the United Kingdom in the one 
case and the United States in the other, per- 
mit a domestic corporation operating abroad 
to take a tax credit in its home country for 
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the amount of tax forgiven by the developing 
host country in order to attract the invest- 
ment originally. 

If such a proposal were to be enacted—and 
the Pakistan tax treaty with the United States 
now before the Senate seems to be the test 
case—every country seriously committed to 
an industrial development effort would start 
not only to review and overhaul its tax exemp- 
tion laws but would be tremendously stimu- 
lated to undertake the public works and 
other measures necessary to create an attrac- 
tive environment and a favorable climate for 
private industry. In a parallel way, every 
United States corporation in a position to 
undertake new operations abroad would start 
looking for the most promising areas and the 
most productive industrial projects. 

In no case would the United States Treas- 
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foreign economic aid. Recognition of taxes 
spared to corporations taking risks in under- 
developed countries may one day gain not 
only the wholehearted support of economy- 
minded legislators in capital-exporting coun- 
tries, but the grateful support of the recipient 
countries as well. 

In 1953, net imports of private capital _ 
Puerto Rico amounted to $25 million, mostly | 
in the form of direct investment in factories, 
The yearly figure has risen to about $75 mil- 
lion this year and should top $100 million in 
1958. Tax exemption is the key to Operation 
Bootstrap. Without it, we could not possibly 
have attracted such an inflow. But what is| 
transforming Puerto Rico is not the money, 
but the dynamic productive forces of the 
United States industrial concerns which made , 
the investment decisions and are operating 


ury forego more revenue than had already the new factories. Comparable amounts made __It 
been foregone by some country far less finan- as loans or grants would have had nowhere pr 
cially able to do so. In the many cases where near so great an impact. wi 
the corporation, in the absence of so powerful But if the Government of the United States | T! 
a stimulus, would have undertaken no new gives practical application to a tax credit| (a 
project at home or abroad, the United States proposal like that made by former Secretary _ pl 
Treasury would have foregone nothing, only Humphrey, and suggested again by Vice-’ pt 
the treasury of the developing country. In the President Nixon, the results in many under- | th 
final analysis, taxes foregone would probably developed countries could easily surpass those th 
be considerably less than the sums now ap- which have been achieved up to now in Puerto | 
propriated annually by Congress to pay for Rico. | U 
R 
, O 
COMMUNICATION IN MANAGEMENT 
This book is arranged in four parts. Part I orients the subject, describes the types ar 
of information communicated, and establishes certain guiding principles for more | se 
effective communication. Part II treats communication downward and outward—from ) 
superior to subordinate and from central headquarters to branches and field offices. 
The most important downward-flowing activity is, of course, order-giving. In Part III | & 
the emphasis is on communication upward and inward. Reporting is the most important hie 
activity in this category, though attention is given to other upward-flowing processes as / CO 
well. Part IV emphasizes the horizontal elements, with particular attention to the 
processes of clearing, reviewing, and conferring. | ae 
Evaluation: A compact book for the general reader which summarizes the accepted 
ideas on the subject and gives many references for more fundamental study. 
Communication in Management (Revised Edition) by Charles E. Redfield. The | - 
University of Chicago Press, 314 pages, $5. Sc 
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e Practical suggestions for aiding the continuing development 


of members of an important and growing group 


Policies and Procedures for 
Assisting the Self-Development 
of Engineers and Scientists 


NGINEERS and scientists in industrial 

practice have an important basic function. 
It is to contribute to the improvement of 
products and processes so that more people 
will have more and better goods at less cost. 
This is not a static function; it constantly 
calls for new ideas. Therefore, these em- 
ployees, their employers, and the consuming 
public should be interested in their continuing 
their professional development throughout 
their careers. 

A number of companies with which the 
University of Michigan Bureau of Industrial 
Relations has maintained contacts recognize 
certain fundamental ideas in this connection. 
One is that practically all personal develop- 
ment is self-development which must be self- 
motivated. For this reason the firms stimulate 
and encourage the individual professional to 
select and define his own development goals. 

A second idea is that company aid to a 
professional’s self-development can be justi- 
fied when the aid is likely to benefit both 
company and man. 


About the Author— 


Dr. Riegel is Professor of Industrial Relations and 
Director of the Bureau of Industrial Relations in this 
School. This article is based on field research in ten 
companies, involving interviews with executives, su- 
pervisors, and non-supervisory engineers and scien- 
tists. 
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A third idea is that, insofar as the develop- 
ment is of a basic character and, therefore, 
not related primarily to the operations of the 
present employer, he should pay no more 
than a part of the monetary cost involved. 
For example, the employer should pay no 
more than a part of the cost of society mem- 
bership fees, attendance at professional meet- 
ings, or attendance at university classes on 
technical subjects. 

Another idea is that since any company can 
provide developmental opportunities to only 
a limited extent at any given time and place, 
these are properly allocated to the individuals 
who show the most promise of benefiting from 
them. Company assistance to professional de- 
velopment is properly regarded as an invest- 
ment from the company’s standpoint. 

Another basic idea is that, although recent 
college graduates can be trained in groups, 
the development programs of experienced pro- 
fessionals should be determined individually. 
Each man’s plan should reflect his needs to 
qualify fully for his present and prospective 
responsibilities. 


Induction Programs 


The content of the induction course for 
engineers who are to be sales representatives 
can well differ from the content of the induc- 
tion courses for engineers who are to be 
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concerned with product and process develop- 
ment. Both of these induction programs can 
be somewhat different from the one most 
appropriate for research personnel. 

The aims of induction courses are fairly 
clear. They are to enable college graduates to 
learn by observation and actual work on the 
job the major products and processes in the 
company, to allow a number of supervisors to 
become acquainted with these young men and 
to appraise their abilities, and to allow the 
young men themselves to select fields of work 
for which they think they are best fitted. Since 
these courses are standardized for a number 
of individuals, the supervisors can note the 
relative abilities of different individuals and 
can offer them work for which they seem to 
be best fitted. 

Some of these induction programs may have 
been overdone in the sense of time devoted to 
them and amount of information imparted in 
introductory periods. There is much to be 
said for giving the young college graduate 
responsibility for a specific assignment at an 
early date. The introduction to company pro- 
ducts and processes can be brief in an initial 
period. Then the information pertaining to 
company organization, personnel policies, etc., 
can be presented on a part-time basis over a 
number of months while the new man is 
engaged in some practical and remunerative 
work. In this way, his ability to perform 
specific assignments will be tested, and so will 
his other important characteristics. He will be 
more fully earning his way under the usual 
employment conditions. 

Subsequent to the induction period, the 
major policy and method of aiding the devel- 
opment of professionals is that of coaching 
them in the performance of their regular 
duties. The interest and ability of the im- 
mediate supervisor in the performance of this 
function is essential. So is the desire of the 
man to learn. The supervisor can note the 
man’s methods of attacking his problems, his 
opinion of the things he should look into, his 
analyses as presented in the drafts of his 
reports, and the soundness of his recommen- 
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dations, and can advise him on these matters. 
The skillful supervisor does not tell the new 
man so much as he questions him, directs his 
attention to matters which he has not ade- 


quately considered, and challenges his conclu- | 


sions which are not solidly founded. 


Development of Basic Abilities 


A number of related goals can be noted in 
efforts to encourage and aid individuals in 
improving their basic abilities. One is to im- 
prove basic technical knowledge and skills 
and keep these up to date. Another is to 
improve understanding of the economic as- 
pects of technical work: particularly the costs 
involved in research, analysis, and creative 
work on the one hand, and the probable 
yields and benefits of these activities in spe- 
cific cases on the other. A third objective 
is to improve ability to manage one’s work 
and to maintain good working relationships 
with other professionals and non-professionals 
in the plant or laboratory. This involves the 
improvement of one’s understanding of the 


particular points of view of others in different | 


lines of activity, the limitations under which 
they work, and their particular problems and 
backgrounds which so largely explain their 
attitudes and behavior. A fourth objective is 
to stimulate and maintain one’s resourceful- 
ness, ingenuity, and creative ability by having 
a variety of challenging experiences from 
year to year. 

A helpful device to prompt a man to select 
development goals for himself is a written 
semi-annual or annual progress report in 
which he can summarize the work he did 
during the period just closed, state his goals 
for the oncoming period, and outline types of 
experience which he feels will upbuild his 
fundamental abilities and qualifications. 

Such a report requires the individual to 
look backward and forward for a considerable 
period, take a critical view of his progress, 
and to assume some responsibility for his 
own professional development. The report is a 
good basis also for a counseling interview by 
his superior officer. 


Michigan Business 


) 
he 
des 
to | 
of 
pre 
his 
| me 
» cer 
cor 
| gro 
offe 
bec 
| ins' 
tior 
att 
sho 
sho 
any 
exe 
his 
effc 
| bas 
| pro 
to 
ane 
opr 
| P 
| 1 
me 
ack 
abl 
| we! 
ma 
me 
} wil 
ma 
she 


MARCH, 


Individualized Aid 

After a man’s induction period and after 
he becomes established in a company, the 
design of aid to his self-development needs 
to be individualized. For this reason a number 
of leading companies annually appraise the 
performance, progress, and prospects of each 
professional with a view to counseling him on 
his self-development plans. 

If an individual’s plan for the period im- 
mediately ahead is similar to the plans of 
certain other individuals at the time, the 
company can offer them instruction on a 
group basis. In contrast, it is questionable to 
offer group instruction on a subject simply 
because certain executives think that such 
instruction is desirable. Particularly is it ques- 
tionable to exert pressure on individuals to 
attend such courses. Attendance in them 
should be voluntary, and the work required 
should be sufficiently difficult to discourage 
any who are not seriously interested. 

Self-motivation is so necessary for the 
exertion required to bring about self-develop- 


_ ment that, unless the individual appreciates 


his own need, he is unlikely to put forth this 
effort. Hence the importance of counseling 
based on appraisals of performance and 
progress, and for stimulating the individual 
to assume major responsibility for making 
and prosecuting plans for his own devel- 
opment. 


Periodic Appraisals and Counseling 
Interviews 


With regard to the techniques of helping 
men to plan their own development programs, 
one sound procedure is to have each man’s 
achievements, his background, and his prob- 
able work assignments in the future consid- 
ered by a small committee of men who are 
well acquainted with him and his work. The 
man’s immediate superior should always be a 
member of the committee. Its discussion then 
will prepare him to advise and facilitate the 
man’s development. 

In the post-appraisal interview, the man 
should be invited to suggest his own goals 
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and to suggest feasible methods of making 
progress towards them. 

The appraisal and the post-appraisal inter- 
view are for planning purposes. The effort to 
bring about self-development follows. Usually 
this is the most vulnerable part of the self- 
development endeavor. 

The immediate superior maintains notes of 
the appraisal and the post-appraisal interview 
which indicate the individual’s plans for the 
period ahead and any commitments by the 
superior to arrange opportunities for beneficial 
experiences for the man. 

It is important that the individual’s efforts 
and progress be observed by his immediate 
superior and by others who are giving him 
assistance. Some of the companies, in order 
to promote the execution of the programs, 
have training directors who help to provide 
opportunities for developmental experiences 
and who participate in the follow-up function. 

In a number of companies these appraisals 
and counseling interviews occur once a year 
for the younger professionals. They may occur 
at less frequent intervals for older profession- 
als who continue to show interest in self- 
development. Also, in a number of companies 
the supervisors have been instructed in meth- 
ods of conducting these appraisals and post- 
appraisal interviews. 

We suggest now a number of ways by 
which the self-development uf professionals 
can be assisted. 


Assistance to Professional Growth 


Some companies permit the people engaged 
in research to observe the application of 
their ideas. This enables them to note any 
difficulties with their designs or formulas and 
serves to motivate them to correct such errors. 
Also it builds mutual understanding between 
them and the departments which utilize their 
work. 

Many companies maintain technical librar- 
ies; the professional employees have access 
to these and, in some cases, the libraries are 
open after regular working hours. Research 
personnel, naturally, use the libraries to a 
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greater extent than do the persons engaged in 
engineering. Some of the libraries obtain extra 
copies of important articles and make these 
available for reading at home. 

A visit to another plant or laboratory hav- 
ing somewhat similar problems to those of the 
individual’s own area can add to his knowl- 
edge. It may suggest possible applications in 
his area of things he observes during the 
inspection. The requirement to write a report 
on his observations will sharpen his percep- 
tions during the trip. 

Over a period of months or years it is desir- 
able to assign a variety of problems to a 
professional to challenge him and broaden his 
experience. The transfer of a man from one 
supervisor to another can also be advanta- 
geous. Some individuals have shown extraor- 
dinary development under new supervisors 
who saw potentials in them which their former 
supervisors did not perceive. 

A number of equipment manufacturers offer 
courses of instruction in the use of their equip- 
ment. These presentations in customer com- 
panies are means for informing their engineers 
and scientists regarding recent developments 
in those lines of product. 


Meetings, Courses, Seminars 


Technical department meetings in which 
project engineers report on the progress their 
groups have made are helpful, instructional 
devices. The individual who is to report is 
stimulated to review what he has done and 
how well he has invested his time and effort. 
Indeed this practice stimulates project engi- 
neers and their groups to have creditable 
achievements to present. Also, the presenta- 
tion has the value of affording them and their 
associates recognition in proportion to the 
merit of their work. Other men in the labora- 
tory or engineering unit become informed re- 
garding projects under way, and they may be 
able to contribute helpful ideas to those 
directly in charge. Furthermore, these reports 
enable the technical executives who are pres- 
ent to judge the caliber of the individuals who 
report. 


The research units of some of the larger ® « 


companies offer seminars. These seminars are } 
focused on subjects of fundamental interest 
at the time; they do not necessarily pertain 
to specific work in progress. Members of the 
staff and visitors are invited to present papers, 
The presentation of a paper is regarded as an 
honor, and its preparation certainly has de- 
velopmental value. 
Company-sponsored courses for the most | 
part are brief and are of a technical nature, 
A preference is shown for instructors who are | 
employees. These instructors can point out | 
applications within the company of the par- | 
ticular subjects being presented. Courses 


which are non-technical in character and| giv 
which deal with public speaking, report writ- | tio 
ing, and business subjects are offered after , om 
working hours and without cost to the em- | hig 
ployees. 
Typically, the companies located in uni- Fr 
versity cities have tuition refund arrange- SP 
ments whereby a professional person who  Vé 
elects a course which his supervisor approves | tul 
as being related to his work can obtain a Fa 
tuition refund upon its satisfactory comple. 
tion. The usual refund is one-half the tuition. _ for 
University and college courses which are | ” 
especially advantageous deal systematically Sir 
and comprehensively with the fundamentals 7 
of particular subjects. 
Ce 
Professional Associations and Journals bu 
Many companies desire their professionals Pr 
to become members of professional associa- | be 
tions and to take part in the association | ya 
activities. Usually, companies do not pay pro- | 
fessional dues. On the other hand, if the 1 
individual is an officer or is going to read a | en 
paper at a professional meeting, his company | ap 
may pay the cost of his attendance at that | ™ 
meeting. | 
A number of companies budget an allow- , her 
ance for expenses for attendance at profes- | yer 
sional meetings and allocate the opportunities 
to attend. Usually, senior professional em- 
ployees have more opportunity to attend than 3” 
(Continued on page 32) Na 
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A Foreign Viewpoint 
on American Business Schools 


NE of the most striking features of the 

American universities is the importance 
given to the schools of business administra- 
tion. They appear to the foreign observer as 
one of the best achievements of American 
higher education. 

The contrast is great with the situation in 
France, where, until recently, there was no 
specialized business teaching inside the uni- 
versity at the graduate level. The best substi- 
tute was considered to be a degree in the 
Faculty of Law and Economics. The creation 
of graduate schools was decided in 1956, one 
for each of the fifteen major universities, and 
patterned largely after the American models. 
Similar efforts were made at the same time in 
many European countries. 

This may explain the interest taken on the 
Continent in the philosophy and evolution of 
business schools in the States. It has been the 
privilege of the writer to make a two-month 
visit to eight such schools in order to get 
acquainted with their workings. It was thought 
that the reflections inspired by this visit 
would be of interest to the American reader, 
an outside opinion bringing out features 
sometimes unnoticed by those who are in the 
thick of things.* 


"The writer takes the opportunity of expressing 
here his deep gratitude to all who have helped him in 
his inquiries and given him such a friendly welcome, 


About the Author— 


Denis Tallon is Professor of Law, Faculty of Law 
and Economics, Director of the Centre de Préparation 
a l’Administration dcs Enterprises, University of 
Nancy, France. 
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Summarizing Impressions Is Difficult 


Yet it is a difficult task to try and sum- 
marize such impressions, because of the com- 
plexity and diversity of American universities. 
Taken as a whole, they are very confusing to 
the French observer, so different is their 
structure from that to which he is accustomed. 
Their mostly private status, their occult hier- 
archy, the residential system, the selection of 
students, the multiplicity of degrees (and of 
initials); all this is new to him. In France, 
all universities are State universities, all on 
the same level and delivering the same de- 
grees, and admittance is free to all who have 
taken secondary school final examinations 
(the “baccalaureat”’) .? 

The general appearance of the business 
schools is just as confusing. Each one is differ- 
ent from the other, and it takes some time to 
find that there exist common characteristics 
behind such striking dissimilarities; moreover, 
these characteristics really concern the essen- 
tial, that is, the position of the schools as a 
link between university and business, whereas 
the dissimilarities affect only their inner func- 
tioning. 


and especially to the deans and faculties of the Grad- 
uate School of Business, New York University; the 
Graduate School of Business Administration, Harvard 
University ; the Business School, Massachusetts Insti- 
tute of Technology; the School of Business Admin- 
istration, The University of Michigan; the School of 
Business, Indiana University; the School of Business, 
University of Chicago; and the School of Business 
Administration, Northwestern University. 


*It may be noted that the baccalaureat entitles 
its holder to enter an American university as a junior 
under certain conditions. 
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The Position of the Business School 
in the University 


The American business schools now rank as 
complete schools, on the same level as the 
other more traditional departments. This 
achievement is certainly due to the fact that 
they have been able to elaborate a tradition 
and a basic philosophy consistent with uni- 
versity education. It means that the teaching 
ought to be, above all, academic; and the 
aim should be to give a culture, and not only 
a professional training. This is an important 
point to bear in mind. The American exper- 
ience shows that an advanced business educa- 
tion must not be merely vocational. It is not 
an easy line to follow, especially as regards 
professors who must have, not only practical 
experience, but a good academic background, 
too. The American business schools have suc- 
ceeded in creating such a body of professors. 
The problem is yet to be solved in France, 
and the American precedent is of no use be- 
cause of the different structure of the univer- 
sities. However, the solution of this problem 
is essential to the final success of French 
business schools. 

But it is not enough for a business school 
to gain a foothold in the university; it must 
also determine its relationship with the other 
departments. The American attitude on this 
point may sometimes be questioned. Most 
business schools, after acquiring their auton- 
omy, try to preserve it by holding themselves 
aloof; there is no coordination with related 
departments, such as the Law School or the 
Department of Economics, though such con- 
tacts would be very constructive for all con- 
cerned. This question of adjustment is all 
the more interesting to a Frenchman since in 
his country the business schools are part of 


* Some very interesting experiments are being made 
in this direction, for instance, the interdepartmental 
Seminar in Collective Bargaining Problems jointly 
presented by the Law School, Economics Depart- 
ment, and the School of Business Administration of 
The University of Michigan. The opportunity per- 
mitted by some schools to get credit for related 
courses in other departments seems to be little uti- 
lized. 


the School of Law and Economics. It is sug- ( 
gested that a closer collaboration between the } 
business schools and the other faculties would 
prove beneficial to all. 


The Relation of the Business School 
to the Business Community 


A business school cannot be content to gain 
a foothold in the university; by nature, it has 
to establish close relations with business. A 
balance has to be found between the academic 
and the practical side of business teaching. 
A business school cut off from business life 
and realities would be of no use either to its 
students or to its country; on the other hand, 
it must not be considered as under the control 
of business or even tied too closely to it, for 
fear of losing its academic freedom. 

It would be a mistake on practical grounds 
not to respect this freedom. If industry has | 
much to bring to the schools, the reverse is — 
true. A reasonably critical attitude on the part 
of each may lead to reform and progress, — 
whereas over-dependence of the business 


schools on the business community will only | 


perpetuate routine. 

It is obvious that the American schools 
have successfully solved this problem. There 
exists everywhere a sincere collaboration with 
business. The top executives of large com- 
panies do not show the reluctance all too 
common in France to disclose the inner work- 
ing of their firms. And their contributions are 
manifold: lectures, communication of docu- 
ments, assistance given to case collectors, 
placement of graduates, cooperation with | 
postgraduate and executive programs, etc. — 
Yet, the schools seem to have surrendered | 
very little of their independence; even in such / 
delicate matters as industrial relations, very 


The fact that all schools have taken the 
same standpoint is both comforting and in- 
structive, and one may deduce that they have © 


few concessions have been made. . 


found the best answer. } 


At any rate, it gives them a uniform doc- 
trine all the more surprising since the applica- 
tion of this doctrine is more diverse. 
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The Varied Methods of the 
American Business Schools 


Many ways and means are used by the 
schools to reach their common goal. This 
results in much confusion for the foreign 
visitor who, as a rule, has been convinced 
that the business schools were all built on 
the same lines. As a matter of fact, he will 
soon learn that there is no such thing as a 
“typical” business school. 

These variations are especially pronounced 
on the points of curriculum and methods of 
teaching. 

Curriculum. Apart from a very limited num- 
ber of basic courses, no curriculum duplicates 
another. The relative importance given to the 
various subject matters differs from school to 
school, and each one seems to have a favorite 
specialization to which goes much of its atten- 
tion (such as finance, or accounting, or inter- 
national business). 

Moreover, while the general curriculum of 
every school is specific, the personal curricu- 
lum of every student is specific, too. This 
astounding intricacy of the programs is one of 
the most striking aspects. The student is 
offered many courses, all very short in time 
and range, on many different subjects, some 
of them very broad and some narrowly 
specialized. Since in most schools the compul- 
sory courses are very few, there is an almost 
unlimited number of possible combinations. 
The lack of a rigid or semirigid curriculum 
sometimes gives an impression of looseness. 
Moreover, it may lead to a too early speciali- 
zation without the necessary general back- 
ground. One cannot but feel, for instance, 
that law is given too small a share in the 
compulsory part of most curricula, even 
though it is a necessary basis for many 
specialized courses. 

This state of things may develop a dis- 
crepancy between the official “academic” phil- 
osophy of the schools and the practical result 
leading to a more vocational and _ highly 
specialized training. Here again we meet the 
problem of finding a balance between general 
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culture and specialization. A more strict ar- 
rangement of subjects in most curricula would 
perhaps help to reach a better adjustment. 

Methods of teaching. Just as there is no 
typical curriculum, there is no typical method 
of teaching in the American schools. Even the 
well-known “case method” (often cited as 
such) is very differently applied. It may be 
considered as exclusive or as a complement, 
and what is expected of it varies from one 
school to another. 

As a rule, the professors rely more on text- 
books than on lectures (this being the rule in 
other departments of the universities) as op- 
posed to French practice where the professor 
generally feels that learning by reading is less 
effective than learning by listening because 
of the absence of human contact. The French 
teacher is surprised by the heavy assignments 
to be read in advance of class. The students 
seem to have just the time to skim through 
them and very little left for independent 
thinking and personal work. 

Yet, the contact between students and pro- 
fessors is very close—one of the fine traits of 
American universities. The extensive use of 
class discussion helps to assure this, though 
the use and abuse of nondirective methods 
frequently contribute to lessen the professor’s 
influence. One cannot help thinking that a 
stronger hand is needed in education. 

Of course, in this field, much is a matter of 
personal opinion and of local tradition. For 
instance, the French student is accustomed to 
a more strict direction as regards programs 
and to more freedom as regards personal 
work. Yet the final proof may be the result, 
and the efficiency of the American business 
schools cannot be denied, whatever one may 
think of their methods and programs. 


The Lesson of the 
American Business Schools 


This efficiency, when all is said and done, 
is the best vindication of the American busi- 
ness schools; and it explains the place they 
have taken both in the universities and in 
business. It shows the necessity of an adjust- 
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ment to both—to the surroundings and the 
outlet. But there is no general recipe to achieve 
this end, and many ways are open. It would 
not do in Europe to try to copy exactly one 
of the American models in the hope of ob- 
taining the same success. Local factors must 
be taken into account: the traditions of the 


universities, and the organization and size of |” 
the national industries. The great lesson of |” 
the American business schools is elsewhere; | 
it is the proof they give that business educa- |” 


tion can and must be given in an academic | 


spirit and with complete independence. 


Policies and Procedures for Assisting the 
Self-Development of Engineers and Scientists 


(Continued from page 28) 


the juniors. If the program of a professional 
meeting has little, if any, relaticn to the work 
of a company and yet a professional wishes to 
attend, the company may allow him to do so 
on company time, but he probably would be 
required to pay his own expenses. 

One of the methods of stimulating senior 
engineers is the project report. This can be 
given at the conclusion of a project to the 
man’s peers and the people in line of authority 
above him. This, of course, is a challenge, and 
it affords recognition to him. Usually, such a 
review brings to the man’s mind the lessons 
which were learned in the course of the work. 
He may be willing to outline these to his 
associates. In this way they can profit from 
his experiences. 

Another method of stimulating the develop- 
ment of senior men is to encourage them to 


publish in professional journals. Few, if any, 
companies offer a financial reward for such 
publication, but they offer stenographic and | 
other assistance in the preparation of articles. 


Generally speaking, the training of new | 


supervisors and the continuing training of 
experienced supervisors in technical divisions 
is informal in nature. It is offered in conversa- 
tions between the department heads and their 


supervisors. The focus is upon technical mat- | — 
ters. Apparently, there is less discussion of | 
personnel policies and supervisory practices | 


in such conversations than is usual at com- f- 
parable levels in plant, office, and sales di- ‘ 


visions. In view of the importance of motivat- | 
ing engineers and scientists to do their best, | 


the department heads should not neglect the ; 
training of supervisors to be effective man- | 
agers of professional personnel. 


_ MARK TWAIN ON SOAP AND EDUCATION 


“Soap and education are not as sudden as a massacre, but they are more deadly in 


the long run.” 


—Mark Twain, The Facts Concerning the Recent 
Resignation Sketches New & Old, p. 350. 
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"EXECUTIVE DEVELOPMENT PROGRAM 


School of Business Administration 


$ The University of Michigan 
‘June 21 This Program, first offered and successfully conducted in 1954, is 
FY to designed for men of recognized capacity who now hold positions at or 
‘July 17 just below the general management level. Each participant should have 
: had a considerable amount of experience and executive responsibility. 
y Previous formal education is not a requirement for admission; 
ch | - openmindedness and intellectual curiosity are more important factors 
nd i in determining a man’s suitability for enrollment. 
S. a ) The basic objective of the Program is to broaden the understanding 
ew and appreciation of business functions and of economic forces which 
of | influence all types of industries. This Program is designed to aid the 
participant through: 
i Increasing his knowledge and appreciation of business functions and 
operations in fields other than his own specialization ; 
Improving his ability to analyze and solve business problems from the 
viewpoint of his Company as a whole; 


Enlarging his understanding of the important economic and social 
forces which affect the environment in which the modern corporation 
operates; 

Stimulating his continued study of the American economy and of 
The Study Program includes the following subjects, each Jed by a 


leading authority: 
Accounting and Control Financial Administration 
Business Conditions Human Relations in Management _ 
Economics Marketing Management 
bE It is expected that enrollees will be sponsored by their companies. 
i For additional information, write to: 


CHARLES N. DAVISSON 
Director, Executive Development Program 


School of Business Administration 
The University of Michigan Ann Arbor 
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Just Published by 


THE BUREAU OF INDUSTRIAL RELATIONS 
THE UNIVERSITY OF MICHIGAN 


Administration of Salaries 
and Intangible Rewards 
for Engineers and Scientists 


By Joun W. RIEGEL 
Professor of Industrial Relations q 
The University of Michigan i: 


This volume is based on a two-year study of the motivation of engineers and 
scientists in ten well managed companies. The investigators interviewed 44 
engineering and research executives, 90 supervisors and 277 non-supervisory, 
professional employees. 


The text reports many reasons for satisfaction and dissatisfaction with salaries 
and intangible rewards, and suggests ways to improve these means for motivating 
The first section deals with the determination of salaries for common positions, 
the alignment of salary structures and the adjustment of personal compensation. 
It is available in a separate, paperbound edition for $3.50. (116 pp., 4 tables) 


The second section deals with the intangible rewards desired, their relative im- 
portance, the degrees to which they were being experienced, and ways to provide 
them. It is available in a separate paperbound edition for $2.50. (93 pp., 13 tables) 


Clothbound 209 pages -17 tables $6.00 


Order from BUREAU OF INDUSTRIAL RELATIONS, 
THE UNIVERSITY OF MICHIGAN, ANN ARBOR 
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